HEALTH AFFAIRS

Cost Savings
Q: As the Reagan administration and Congress take steps to reduce the staggering federal deficit that faces the U.S. government in fiscal 1984, what do you regard as the major targets of opportunity in the social welfare and health progra ms?
A: Well, there is really no one major target. In 1982, through the Tax Equity and Fiscal Responsibility Act (TEFRA), we asked that cost savings be borne by all parties to the Medicare program-hospitals, doctors, and beneficiaries. However, because we felt that cost savings imposed on physicians could all too easily translate into a burden on beneficiaries, most physicians were not affected by the changes we made. So in that sense physicians represent an opportunity for additional cost savings for 1984. Indeed, we're committed to examining physician reimbursement in detail-to examining changes in the way we pay for physician services that provide savings without reducing access to care or unreasonably increasing out-of-pocket expenses for beneficiaries.
Hospitals, of course, are bearing the largest burden of the cuts made in the last two years. This should not be viewed as unusual given that over two-thirds of all Medicare dollars are spent on hospital services, some $37 billion in 1983. I would expect continued work on hospital reimbursement in the hopes of providing long-term reform and moving us away from cost-based reimbursement. However, it is not likely that this will result in further substantial reductions in hospital payments over the next year or two.
Certainly beneficiary cost sharing and a restructuring of the Medicare benefit package will also receive considerable attention. The administration has made a number of suggestions in these areas-and they will be given every consideration. We must keep in mind that whether or not Congress chooses to deal with steadily rising health care spending, it nevertheless faces a major crisis regarding the financial condition of the Medicare program that will have to be addressed in the near future.
As far as the low-income cash assistance programs are concerned, to a large extent, I don't believe further reductions will be possible or appropriate. The AFDC (Aid to Families with Dependent Children) program, and even the nutrition programs for the poor, like WIC (Women and Infant Children), have seen substantial cuts in the last two years. Further cuts could seriously hamper these programs from providing the support needed so desperately by the poor in our society. In fact, some increases in spending may be necessary.
In Medicaid there do not appear to be many major opportunities for cost savings, but we can do something. We certainly intend to continue providing the states with the flexibility necessary to allow them to improve program operations and service delivery. A: Well, certainly the rapid growth of the entire health care system is a concern. After all, that growth affects a major portion of the economy. As to whether we should impose cost controls across the board-I don't think this is a practical solution. They create new problems and the benefits are short term; they simply delay the day of reckoning. When it comes to spending tax dollars, we need to interject our concern as a prudent buyer of health care services. Indeed, some would say that we-the federal government and other third-party payers-are the reason for ever-increasing health care costs. We insulate the consumer from the costs of care and, in the case of Medicare, the greater the cost, the more we pay. It's time we changed that. The provisions of TEFRA start us down that road to change. The Medicare fund can be repaired by increasing revenues, decreasing expenditures, or doing both. It seems to me we need to do both. As I've already said, on the expenditure side we've started down the road to reform. On the revenue side, there is a lot to be considered. As an insurance program, the premiums paid by the insured for the medical insurance portion of Medicare are already well below the value of the care provided. For every $1 paid in premiums, $3 of general revenues are added to subsidize the Part B program. Greater use of general revenues is almost a moot question; the already staggering federal deficit you mentioned clearly shows that there are no additional general revenues available to bolster the Medicare fund. I do not believe we should increase the national debt to further subsidize the fund. However, changes in the premium calculations and changes in the benefit structure should be examined along with increasing reliance on other resources, for example, private insurance. Of course, these changes are all in addition to reimbursement reform.
Repairing Medicare
Q: The Reagan administration is of the belief that by imposing more stringent cost-sharing requirements on Medicare and Medicaid beneficiaries, beneficiaries will be more sensitive to the high cost of care. Do you favor this approach? If so, should such requirements be tied to the income status of the individual
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recipient?
A: Beneficiaries should be made sensitive to the high cost of care but this is not much help unless the patient can do something about it. Price sensitivity makes sense where the beneficiary's decision to seek medical care is his or hers to make and it does not cause needless delay in seeking needed care. Cost sharing can be useful and is appropriate in many instances, but we must use caution. Whether or not income should be a factor remains to be seen. I've heard arguments for income testing that make sense when the income levels discussed are quite high. However, a generally applicable income test would be difficult to administer and could be seen by many as a movement away from traditional Medicare principles.
Proponents point out that unlike the Social Security retirement and disability income programs, health insurance benefits are not related in any way to the level of the individual's past earnings, and generally are paid regardless of any additional resources he has. This, of course, was modified last year with the approval of the so-called working aged provision, providing that Medicare become the secondary payer in certain instances.
Q: Medicare is an acute care program; it provides little of benefit to elderly individuals with chronic care needs. Can you envision the day that the Congress might broaden Medicare to include a more liberal long-term care benefit?
A: There will continue to be great interest in seeking alternatives to institutional care. This past year we agreed to cover hospice services; in recent years we expanded the home health benefit. Both of these could be considered "liberalizations" of the program. Further changes of this nature will depend in large part on our ability to finance the current benefits and to reduce the extraordinary rate of increase in the hospital side of the program. Our discussions in Medicaid, and its large long-term care component, will also have a bearing on our consideration of Medicare changes. In general terms I believe that if federal dollars are involved, the Congress will want to have a say in where those dollars go. But at the same time, the Congress has made a great deal of progress in eliminating federal red tape and giving states the flexibility needed to provide services efficiently and effectively. In some ways that INTERVIEW 9 means a devolution of authority, and I hope to see it continue. But there are limits. Flexibility, yes, but in my opinion, absolute control of federally funded programs by the states is not something the Congress will allow in all areas, for example, the food stamp program.
New Federalism
There have already been extensive discussions about federalizing Medicaid and establishing broader federal standards for the program in the past. However, these discussions have always been complicated by questions about levels of benefits, eligibility, reimbursement, and administration. I don't believe the answers to these questions have yet been found. However, as I have noted, our current policy as reflected in the 1981 and 1982 budget reconciliation legislation is clearly a shift away from broader federal controls to increased state flexibility. I personally would certainly be willing to consider a fundamental shift in the program from a state/ federal administration and financing to total federal control. But in the final analysis, the federalization of Medicaid will depend on reaching a consensus with the states on exactly which programs might be traded back to the states and what. the net costs will be to the states and to the federal government.
Q: You have been critical of the private sector's Voluntary Effort as the chief means to control health care costs. Given that view, what alternative, generally speaking, do you favor?
A: Health care costs need to be controlled, as I said, from the federal government's perspective as a prudent buyer. Reimbursement reform is the route we will tak e. For now, that is the federal alternative to the voluntary effort. Allowing states to develop state reimbursement systems is another effort.
Q: There seems to be growing sentiment for imposing some limit on the tax deductibility of employer-paid health insurance premiums for employees. Would you favor some limit and, if so, at about what level would you set the limit?
A: Well, this goes back to your previous question about increasing the sensitivity of health care consumers to health care costs. All in all, a limit on the tax deductibility of health insurance premiums is an idea worth considering if structured correctly. Certainly for many employees the level of health insurance is an issue given little attention; the general principle that holds seems to be "more is better." A tax cap is one way of interjecting sensitivity; as a nice side effect it also raises revenues. There should be some limit as to how much income-in-kind should be tax free, not only as a sensitivity mechanism, but also because it makes good sense from a tax policy standpoint. But before we can talk about what the limit should be, we need to know more about the effect a particular limit will have and how that limit relates to the benefits provided. Questions as to regional variations in the price of premiums and the cost of care, and possible future adjustments in the limit must also be answered. I can't yet tell you what level will be most appropriate. It will obviously depend in 
Q: Do you believe that anything short of strong presidential leadership-whether it is this president or any future president-will bring about major reforms of health care? Is the magnitude of the problem of change that great in your mi nd ?
A: We're making reforms in health care reimbursement and will continue to do so, not so much as a function of who is president but as a direct result of financial pressures. And those pressures are strong and are expected to remain so. Certainly long-term reform in such an enormous industry will require the support of the administration in power along with members of Congress and the public as a whole. Health care is, and will continue to be, a problem of some magnitude, requiring cooperation among all parties concerned.
Competition and Health Care
Q: Some legislators have been promoting the greater use of marketplace principles as an approach that would lead to less government involvement and greater cost efficiency in health care. You seem to be decidedly skeptical of this notion. Could you outline your views on this approach?
A: Marketplace principles mean to me that consumers, sensitive to costs, limit consumption to that which is necessary; and providers, sensitive to competition, restrain the cost of needed care. For all practical purposes that does not occur at present, at least with respect to how consumers interact with health care providers. When it comes to choosing a doctor, it's reputation, familiarity, bedside manner, and the like, not fees, that decide which doctor a patient sees. Traditionally it is your doctor who decides which hospital you use, what services you need, and how long you will stay. Cost is seldom a factor. Third-party payment has taken care of that. So, I'm not convinced of our ability in the near future to use marketplace principles given the traditional behavior patterns associated with health care services.
Health care insurance is another matter. Consumers can and sometimes do shop for insurance looking for the best protection at the best price, although employer contributions and the generous treatment of these contributions by the tax laws have reduced price sensitivity here also. The principle of insurance places the responsibility upon the insurer to interact with the providers with respect to the setting of fees and benefit construction. As a result, cost sensitivity in the choice of when and where to seek care on the part of the patient is reduced.
HMOs (health maintenance organizations) and preferred provider organizations are kinds of mechanisms that interject cost sensitivity into the health care system. They are perceived, at least by some, as acceptable alternatives to the traditional patterns of consumer and provider inter- A: First, let me say that we need an effective peer review system, foremost to assure the quality of the care provided. By assuring that only quality care is provided, we also assure the appropriate utilization of services and that implies an element of cost control in that we don't pay for unnecessary care. Whether the new system works is largely the responsibility of the Secretary of Health and Human Services. Certainly we have provided the legislative framework for effective peer review. It's up to the Department to specify what it wants in peer review and how it will measure the results. I'm optimistic and I'm anxious to see the Secretary implement the new provision.
Q: Private health interest groups have become among the largest contributors to political campaigns. Looking at the health sphere specifically, what impact do political action monies have on public policymaking?
A: Contributions from any special interest group provide some ease of access to a member, in the sense of the group being given an opportunity to meet with the member or his or her staff. It does not in any sense guarantee the member's support for their cause. Nevertheless, your question is one that reflects my own concerns about whether political action committees (PACs) have gotten out of hand. It's sort of a chicken or egg kind of thing. Do PACs reward past behavior or attempt to influence future behavior? I think the answer is both. But I'm less sure whether that's good or bad. I believe interest groups serve the nation's interest when they attempt to influence by argument, facts, and opinion. This input is important to any legislator.
Health Care's Future and Congress
Q: Your general attitude toward the health field seems to have evolved over the years. You no longer seem to accept on blind faith the views of medical professionals. Have you lost faith or are you more skeptical today than you were several years ago? A: I've neither lost faith with the American health care system nor become unreasonably skeptical. It is, however, fair to say that I have become more cautious. We have the finest health care system in the world, but that doesn't mean more is always better, or that there is no room for I N TE R VI E W 1 3 courage this behavior through changes in the reimbursement structure, increased audit and review activities, and increased penalties for wrongdoing. Q: As you know, the Graduate Medical Education National Advisory Committee (GMENAC) A: I am not in possession of a sufficient amount of information to make a judgment as to how many physicians are enough. However, I do believe that Medicare's reimbursement policies should not be the mechanism used to control the number of physicians.
